STATE OF MAI NE Docket No. 98-781
PUBLI C UTI LI TI ES COWM SSI ON
December 11, 1998

PUBLI C UTI LI TI ES COVMM SSI ON STAFF PROPCSAL ON
| nvestigation of Standard O fer STANDARD COFFER
Rat e Desi gn RATE DESI GN

l. INTRODUCTION

The purpose of this docunent is to describe a proposal
devel oped by Staff for determning the rate structures and
custoner class levels for standard offer electricity service.
The proposal requires a flat cent-per-kWh rate design for
residential and small commercial custoners and all ows the market
to set rate design for all remaining custonmers through the
standard offer bid process. 1In addition, the proposal allows the
market to determne the rate levels of different custonmer groups
i ndependently. The proposal will require nodification to the
rate design terns of Chapter 301 of the Comm ssion's Rules.
Through this docunent the Conm ssion solicits coment on the
pr oposal .

11. BACKGROUND

Maine's electricity restructuring law (the Act) requires
that standard offer service be available to all Mine consuners
when retail access begins. 35-A MR S A 8 3212. The Act
directs the Conm ssion to establish ternms and conditions for
standard offer service, and further directs that the service be
acquired for Maine consuners through a Conmm ssi on-adm ni stered
conpetitive bid process. On February 11, 1998, the Comm ssion
provi sionally adopted rules establishing the terns and conditions
for standard offer service and the provisions governing the
conpetitive bidding and selection process. Order Provisionally
Adopting Rule and Statement of Policy Basis, Docket No. 97-739.
Pursuant to the requirenents for major substantive rules, the
Comm ssion submtted the provisionally adopted rule to the
Legi slature. The Legislature enacted a resolve nodi fying several
provisions of the rule. On April 22, 1998, the Conm ssion
finally adopted Chapter 301.

Anmong the issues addressed by Chapter 301 is standard offer

rate design. Specifically, in Section 2(A)(2) and (3), Chapter
301 provides that:

2. Rate Structure
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Standard offer service rate classes, rate and
usage el enents, and daily and seasonal tinme-of-use periods shal
be identical to the unbundl ed generation conponents contained in
the rate schedules and terns and conditions of the core custoner
cl asses of each transm ssion and distribution utility as
established by the Comm ssion in the bill unbundling proceedi ngs
for each transm ssion and distribution utility pursuant to 35-A
MR S. A § 3213(1).

3. Rate Level ; Rate Design

Rates for standard offer service shall be a
uni form percentage, across and within custonmer classes, of each
unbundl ed generation rate el enent of the core custoner classes of
the transm ssion and distribution utilities, as established by
the Comm ssion in the bill unbundling proceedings for each
transm ssion and distribution utility pursuant to 35-A MR S. A 8
3213(1).

Chapter 301 §8 2(A)(2) and (3). 35-A MRS A 8§
3213(1), referenced above, requires that the generation portion
of utility bills be unbundled beginning in January 1, 1999. The
Commi ssion's rule inplenmenting this unbundling provision provides
that, for purposes of establishing standard offer rate
structures, the Comm ssion will establish unbundl ed generation
rates and may use information from T& utility rate proceedi ngs
for that purpose. Chapter 309 § 6(A).

On Cctober 14, 1998, the Conmi ssion initiated this
investigation to establish standard offer rate design as
contenplated in Chapter 301. 1In the Notice of Investigation, the
Comm ssion noted that it had received few substantive coments on
standard offer rate design during the devel opnent of Chapter 301
and stated its interest in reexamning the rate design provisions
of the Chapter. |In the Notice, the Conm ssion requested coment
on three potential rate design approaches. Two of the approaches
devi ate substantially fromthe design contenplated in Chapter 301
and woul d require the rule to be anended.?

In the Notice, the Comm ssion stated that standard
offer rate design mght affect electric rate stability at the
begi nning of retail conpetition, transm ssion and distribution
(T&D) utility rate design, and the ability of conpetitive
electricity providers to operate conpetitively in Maine's retai
generation market. In addition, in devel oping Chapter 301, the
Comm ssion stated two other goals: that standard offer service

These two approaches resulted fromcoments, nade by CWP
during its pending rate proceedi ng (Docket No. 97-580), that
greater bidder flexibility in establishing standard offer class
rate |l evels and rate design woul d be desirable.
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shoul d resenble traditional electric service and that standard
of fer bids should be easily and objectively conparabl e.

111. GENERAL CONSIDERATIONS

I n devel oping this proposal, we weighed the inportant but
often conflicting goals summarized in the Notice. These goals
refl ect the needs of custoners, standard offer providers, other
conpetitive electricity providers, and T& utilities.

One goal is to maintain rate stability for standard offer

custoners at the beginning of retail conpetition; i.e., the
conbined rates of the T& utility and standard offer providers
shoul d not, in and of thensel ves, cause serious bill inpacts at

the time of retail access. This goal inplies that standard offer
rate design and T&D rate design will be dependent on one anot her.
For exanple, after a standard offer rate design is determ ned,
the T&D rate elenments will be calculated as residuals from
current utility rates.

A second goal is to establish a standard offer rate design
that allows the Comm ssion to pronote cost-based T&D rates. For
exanpl e, sone commenters suggested a flat kW rate that is not
time-of-day or seasonally differentiated as the standard offer
rate design. That design, however, would cause a greater
di sparity between T&D rates and T&D costs if, on a conbi ned
basis, overall electric rates remai ned unchanged. Conversely,
flat rates, when conbined with cost-based T& rates, would reduce
overall rate design stability at the begi nning of retai
conpetition.

A third goal is to match standard offer rates closely to
standard offer costs, to mnimze the revenue risk faced by
standard offer providers and thereby encourage a | arger bidding
pool and |ower bid prices. This matching is difficult to
guarantee through an adm nistrative solution when the generation
market is immture. Allowi ng marketers to establish their own
potential cost structures and | evels for each group of custoners
m ght allow bidders to feel nore confident that their revenues
will reflect their costs. However, the approach introduces the
ri sks that disproportionately |ow standard offer rates would
i nhibit some custoner groups frommagrating toward the
conpetitive market or that disproportionately high rates would
exi st for other custoners. The approach m ght also make it
difficult to establish objective selection criteria.

IV. PROCEDURE FOR DETERMINING RATE STRUCTURES AND LEVELS

After consideration of these goals, the Staff proposes the
followng ternms and procedures for standard offer rate design:
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1. For each T&D service territory, there will be three
standard offer rate classes:
a. residential/small conmerci al
b. medi um conmerci al /i ndustrial (C/1); and
C. large C1.

The breakpoi nt between small and medium C/ I will not
exceed 50kWand wi Il be the breakpoint used to define |oad
profile groups pursuant to Chapter 321. The breakpoi nt between
medium and large C I wll not exceed 500kWand will be the
br eakpoi nt used to define |load profile groups pursuant to Chapter
321.

2. Bi dders may bid on one, two, or all standard offer rate
cl asses.
3. For the residential/small commercial class, bidders

must bid (and custoners will pay) a single price per kW for al
times of year, for the termof the bid.

4. For the mediumand large C I classes, bidders may bid
(and custoners will pay) based on rate conponents or tine-of-use
prices that are conpatible with the T& utility's rate designs?
for those custoners.?

5. For the residential/small comrercial classes, bidders
must follow the procedures for bidding on portions of total class
service contained in Section 7(B)(4) of Chapter 301.

6. For the mediumand large C/ I cl asses, bidders nust
follow the procedures for bidding on portions of total class
service contained in Section 7(B)(4) of Chapter 301, but nust
al so include a bid for 100% of total class service.

7. W nni ng bidders wll be chosen for each standard offer
rate class independently of the choice nmade in the other two
cl asses.

8. The Comm ssion will select nore than one w nning bidder
for a class if:

2A standard offer rate class mght enconpass nore than one
T&D rate class. The standard offer rate design nust be
conpatible with all the T& rate designs it enconpasses.

For exanple, if the T& rate structure includes both an
energy and a demand charge, bidders nay bid standard offer prices
conprised of energy and demand charges, or they may bid energy
charges only. |If the T& rate structure is time-of-day
differentiated, the bid may differentiate by identical tine
periods, or it may be non-tinme-differenti ated.
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a. the choice will not raise total rates to that
class by nore than 0.5% and

b. the rate structures of the bidders may be bl ended
into a single rate structure in a manner that
creates reasonabl e rel ati onshi ps anong rate
el enent s.

9. W nni ng bidders will be paid the price they bid.
Standard offer custoners will pay rate el enents cal cul ated by
wei ghting the bid of each wi nning provider by the percentage of
the total class usage awarded to that provider.

10. For the nmediumand |arge C'| classes, the rates of
mul tiple providers wll be blended to create a single standard
offer rate structure in a manner that preserves reasonabl e
rel ati onshi ps between rate elenents. The resulting rate
structure will be determ ned by the Conm ssion after review ng
the rate structures of the w nning bidders.

11. To conpare bids for the nediumand |large C I cl asses,
the average rate for each bid will be determ ned by applying the
bid rates to class billing units in the year preceding the bid.

Furthernmore, we recommend that the duration of the
initial period of standard offer service be one year rather than
two years as currently provided in Chapter 301.

V. DISCUSSION

Many comrenters recomended that standard offer rate classes
be highly aggregated. W agree. Mst T&D rate class
differentiation is nore refined than necessary to reflect supply
costs. In fact, for nost customers, supply costs wll be largely
determ ned by the profile groups defined in Chapter 321 for | oad
settl enent purposes.* Therefore, the proposal establishes three
standard offer rate classes that are consistent wwth the | oad
profile groups.

For larger custoners, the proposal departs fromthe
adm ni strative determ nation of unbundl ed generation rate
structure contenpl ated by Chapter 301. Argunents that it wll be
difficult to predict generation price structures or relative
custoner class levels in the early stages of market devel opnent
are persuasive. By allow ng bidders to predict their own cost
structures, the risk of estimation is transferred to the

“This is because settlement with the bul k power system
adm nistrator will place all non-tel enmetered custoners in one of
three custonmer groups, and will assign the sane hourly | oad curve
to all customers in a group.
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provi ders whose busi ness success will be affected by the
prediction. This approach should result in |ower bid prices than
woul d the adm ni strative approach. The proposal maintains an
adm nistrative requirenent that the residential/small conmercia
structure be a single cent-per-kWh. This structure will be easy
for custonmers to understand and will allow for objective bid

eval uati on.

Commenters identified benefits and risks to allow ng bids on
| ess than the total standard offer custoner base (i.e., on a
single rate class). There is concern that elimnating the
guarantee of serving such a potentially |arge and diverse narket
wi |l make standard offer service |less attractive to bidders.
There is also concern that there may be no bids, or artificially
hi gh bids, for one or nore standard offer rate class. On the
ot her hand, allow ng separate bid prices for each of the three
proposed rate classes should inprove a bidder's ability to match
costs to revenues. If separate class bids are allowed but a
provider is also required to bid on the full custonmer base, it
will be difficult to evaluate conpeting bids. Therefore, the
proposal is to evaluate bids on each class separately. |If no bid
is received for one or nore rate classes, we anticipate the
Commi ssion will reevaluate the situation consistent with 35-A
MR S A 8§ 3212(3).

The proposal retains Chapter 301's provision allow ng the
Comm ssion to choose nore than one w nning bidder. However, we
recogni ze that allow ng bidders to determine their own rate
design mght nmake it difficult to blend two providers' bids into
a single rate structure that custoners would pay. The proposal
contenplates that nultiple providers wwthin a class wll not be
chosen if their widely disparate rate designs create a bl ended
structure that is unreasonable by sonme cost-based or nmarket-based
criterion.® Because of this problem it is possible that only
one provider wll be chosen to serve the nedium C/| or the |arge
C/l classes. However, if two |owprice bidders offer rate
desi gns that can reasonably be bl ended, the proposal would all ow
this to occur.

The proposal retains the intent of Chapter 301's provision
that providers bid on nmultiples of 20% of total usage by applying

°For residential and small conmercial custoners, the single
standard offer rate will be cal cul ated by weighting the
cent - per-kWh bid of each wi nning provider by the percentage of
the total class usage awarded to that provider. However, it is
problematic to calculate a single (or "blended") standard offer
rate fromnmultiple bids that feature di sparate rate designs. For
exanple, if one provider offers tine-of-use rates with no denmand
charge and a second provider offers flat rates with a denand
charge, the benefits of both forns of price differentiation m ght
be unacceptably diluted by bl ending the rates.
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the provision to each rate class separately. However, because it
m ght be inpossible to choose nmultiple providers for the medi um
and |arge C/ | standard offer rate classes, the proposal adds the
requi renent that bidders for these two rate classes be willing to
serve the entire class and, accordingly, to include a bid of

100%

V1. PROCESS FOR COMMENTS

A technical conference on this proposal will be held on
January 8, 1999, at 1:00 at the Public Utilities Comm ssion.
Witten comments on the proposal may be filed with the
Adm nistrative Director no |ater than January 5, 1999. The
Comm ssion requests that parties submt comments regardl ess of
whet her the commenter has intervened or submtted earlier
comments in this proceeding. Witten comments should refer to
t he docket nunber of this proceedi ng, Docket No. 98-781, and be
sent to the Admnistrative Director, Public Utilities Conm ssion
242 State Street, 18 State House Station, Augusta, Mine
04333-0018.
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